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of the elements usually purchased (or in-
curred) by B as follows:

Acquisition cost ............................... $178
Indirect costs under section 263A .... 12

Total § 263A costs (market) ..... $190

(iii) In determining the lower of cost
or market value of the shoes, B com-
pares the cost of the pair of shoes, $210,
with the market value of the shoes,
$190, in accordance with paragraph (c)
of this section. Thus, under this sec-
tion, B values the shoes at $190.

(b) Inactive markets. Where no open
market exists or where quotations are
nominal, due to inactive market condi-
tions, the taxpayer must use such evi-
dence of a fair market price at the date
or dates nearest the inventory as may
be available, such as specific purchases
or sales by the taxpayer or others in
reasonable volume and made in good
faith, or compensation paid for can-
cellation of contracts for purchase
commitments. Where the taxpayer in
the regular course of business has of-
fered for sale such merchandise at
prices lower than the current price as
above defined, the inventory may be
valued at such prices less direct cost of
disposition, and the correctness of such
prices will be determined by reference
to the actual sales of the taxpayer for
a reasonable period before and after the
date of the inventory. Prices which
vary materially from the actual prices
so ascertained will not be accepted as
reflecting the market.

(c) Comparison of cost and market.
Where the inventory is valued upon the
basis of cost or market, whichever is
lower, the market value of each article
on hand at the inventory date shall be
compared with the cost of the article,
and the lower of such values shall be
taken as the inventory value of the ar-
ticle.

(d) Effective date. This section applies
to inventory valuations for taxable
years beginning after December 31,
1993. For taxable years beginning be-
fore January 1, 1994, taxpayers must
take reasonable positions on their fed-
eral income tax returns with respect to
the application of section 263A, and
must have otherwise complied with
§ 1.471–4 (as contained in the 26 CFR
part 1 edition revised April 1, 1993). For
purposes of this paragraph (d), a rea-

sonable position as to the application
of section 263A is a position consistent
with the temporary regulations, rev-
enue rulings, revenue procedures, no-
tices, and announcements concerning
section 263A applicable in taxable years
beginning before January 1, 1994. (See
§ 601.601(d)(2)(ii)(b) of this chapter.)

[T.D. 6500, 25 FR 11725, Nov. 26, 1960, as
amended by T.D. 8482, 58 FR 42233, Aug. 9,
1993]

§ 1.471–5 Inventories by dealers in se-
curities.

A dealer in securities who in his
books of account regularly inventories
unsold securities on hand either—

(a) At cost,
(b) At cost or market, whichever is

lower, or
(c) At market value,

may make his return upon the basis
upon which his accounts are kept, pro-
vided that a description of the method
employed is included in or attached to
the return, that all the securities are
inventoried by the same method, and
that such method is adhered to in sub-
sequent years, unless another method
is authorized by the Commissioner pur-
suant to a written application therefor
filed as provided in paragraph (e) of
§ 1.446–1. A dealer in securities in whose
books of account separate computa-
tions of the gain or loss from the sale
of the various lots of securities sold are
made on the basis of the cost of each
lot shall be regarded, for the purposes
of this section, as regularly
inventorying his securities at cost. For
the purposes of this section, a dealer in
securities is a merchant of securities,
whether an individual, partnership, or
corporation, with an established place
of business, regularly engaged in the
purchase of securities and their resale
to customers; that is, one who as a
merchant buys securities and sells
them to customers with a view to the
gains and profits that may be derived
therefrom. If such business is simply a
branch of the activities carried on by
such person, the securities inventoried
as provided in this section may include
only those held for purposes of resale
and not for investment. Taxpayers who
buy and sell or hold securities for in-
vestment or speculation, irrespective
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of whether such buying or selling con-
stitutes the carrying on of a trade or
business, and officers of corporations
and members of partnerships who in
their individual capacities buy and sell
securities, are not dealers in securities
within the meaning of this section. See
§§ 1.263A–1 and 1.263A–3 for rules regard-
ing the treatment of costs with respect
to property acquired for resale.

[T.D. 6500, 25 FR 11725, Nov. 26, 1960, as
amended by T.D. 8131, 52 FR 10084, Mar 30,
1987; T.D. 8482, 58 FR 42234, Aug. 9, 1993]

§ 1.471–6 Inventories of livestock rais-
ers and other farmers.

(a) A farmer may make his return
upon an inventory method instead of
the cash receipts and disbursements
method. It is optional with the tax-
payer which of these methods of ac-
counting is used but, having elected
one method, the option so exercised
will be binding upon the taxpayer for
the year for which the option is exer-
cised and for subsequent years unless
another method is authorized by the
Commissioner as provided in paragraph
(e) of § 1.446–1.

(b) In any change of accounting
method from the cash receipts and dis-
bursements method to an inventory
method, adjustments shall be made as
provided in section 481 (relating to ad-
justments required by change in meth-
od of accounting) and the regulations
thereunder.

(c) Because of the difficulty of
ascertaining actual cost of livestock
and other farm products, farmers who
render their returns upon an inventory
method may value their inventories ac-
cording to the ‘‘farm-price method’’,
and farmers raising livestock may
value their inventories of animals ac-
cording to either the ‘‘farm-price
method’’ or the ‘‘unit-livestock-price
method’’. In addition, these inventory
methods may be used to account for
the costs of property produced in a
farming business that are required to
be capitalized under section 263A re-
gardless of whether the property being
produced is otherwise treated as inven-
tory by the taxpayer, and regardless of
whether the taxpayer is otherwise
using the cash or an accrual method of
accounting. Thus, for example, the unit
livestock method may be utilized by a

taxpayer in accounting under section
263A for the costs of raising animals
that will be used for draft, breeding, or
dairy purposes.

(d) The ‘‘farm-price method’’ pro-
vides for the valuation of inventories
at market price less direct cost of dis-
position. If this method of valuation is
used, it generally must be applied to
all property produced by the taxpayer
in the trade or business of farming, ex-
cept as to livestock accounted for, at
the taxpayer’s election, under the unit
livestock method of accounting. How-
ever, see § 1.263A–4(c)(3) for an excep-
tion to this rule. If the use of the
‘‘farm-price method’’ of valuing inven-
tories for any taxable year involves a
change in method of valuing inven-
tories from that employed in prior
years, permission for such change shall
first be secured from the Commissioner
as provided in paragraph (e) of § 1.446–1.

(e) The ‘‘unit-livestock-price meth-
od’’ provides for the valuation of the
different classes of animals in the in-
ventory at a standard unit price for
each animal within a class. A livestock
raiser electing this method of valuing
his animals must adopt a reasonable
classification of the animals in his in-
ventory with respect to the age and
kind included so that the unit prices
assigned to the several classes will rea-
sonably account for the normal costs
incurred in producing the animals
within such classes. Thus, if a cattle
raiser determines that it costs approxi-
mately $15 to produce a calf, and $7.50
each year to raise the calf to maturity,
his classifications and unit prices
would be as follows: Calves, $15; year-
lings, $22.50; 2-year olds, $30; mature
animals, $37.50. The classification se-
lected by the livestock raiser, and the
unit prices assigned to the several
classes, are subject to approval by the
district director upon examination of
the taxpayer’s return.

(f) A taxpayer who elects to use the
‘‘unit-livestock-price method’’ must
apply it to all livestock raised, whether
for sale or for draft, breeding, or dairy
purposes. Except as otherwise provided
in this paragraph, once established, the
unit prices and classifications selected
by the taxpayer must be consistently
applied in all subsequent taxable years.
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